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Financing India's Third Plan 


BY RODNEY H. MILLS, JR. 


- IS NOW APPROACHING the end of its second 


five-year economic development plan. The 
third plan, scheduled to start in April 1961, calls upon 
the Indian people to provide resources for investment 
on a far greater scale than in the past. Implementation 
the lines that have been proposed 
will tax to the utmost the ingenuity of those who 
must secure the requisite funds through inducement or 
The United States and other capital-ex- 
porting countries, far from being mere observers of 
thi. effort, will in all probability be directly and heavily 
involved. It is the contention of the Indian authorities 
that fulfillment of the plan will necessitate external 
assistance in the amount of $6.7 billion-—a much vaster 


sum than has hitherto been made available to India. 


of the plan along 


compulsion 


The main features of India’s first two five-year 
plans have been large-scale public investment and state 


direction of the 


use of external resources to achieve 
pre-determined production targets, the funds being ob- 
tained mainly through internal and external loans and 
to a lesser extent from taxation, foreign grants, and 
other sources. Fair progress has been made in raising 
he level of national output, but production of food- 
rains has lagged seriously behind expectations and it 
is generally agreed that a much greater effort must be 
area. Plan outlays have accorded 
expectations, but during the 
second plan, which began in 1956, there has been 
considerable inflationary deficit financing and prices 
have advanced appreciably. The foreign exchange cost 
of the second plan was seriously underestimated. India 


made in this vital 


reasonably well with 


ily depleted her international monetary reserves 


in the first two years of that plan, and was rescued 
from an acute crisis in 1958 by extension of foreign 
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aid in amounts much greater than the planners had 
initially believed would be required. 

The third plan is almost half again as great as the 
second. In the light of the experience of the second 
plan it appears that a program as ambitious as this 
may face grave difficulties. There is no assurance that 
resources will be forthcoming in the required amounts. 
If they do not, the consequences may be further infla- 
tion and another balance of payments crisis. 

The third plan figures which appear below were 
taken from the draft outline of the plan released in 
July 1960. The draft outline states that the figures are 
tentative and subject to review even before the plan 
period officially commences. 

The third plan outlay for the full five years is placed 
at 112.5 billion rupees ($23.6 billion), which is 46 
percent more than the expected outlay of Rs. 77 billion 
on the second plan which ends next Magch. The third 
plan total comprises Rs. 62.0 billion of net public 
investment, Rs. 10.5 billion of government current 
expenditure, and Rs, 40 billion of net private invest- 
ment. In comparison, the second plan is expected to 
show Rs. 36.5 billion of public investment, Rs. 9.5 
billion of government current expenditure, and Rs. 31 
billion of private investment. While the net private 
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investment expected in the third plan is 29 percent 
more than in the second plan, the proposed increase 
in public sector expenditure comes to 58 percent be- 
cause of a very large increase in planned public 
investment. Combined public and private net invest- 
ment in the third plan (planned at Rs. 102 billion) 
is over 50 percent greater than the investment com- 
ponent of the second plan. Public-sector outlays by 
major categories under the two plans are shown below.” 


Pusiic-Sectror Out ays, tN BrLution Rupees 
(One rupee equals approximately 21 U.S. cents) 


Second* Third’ 
Plan 
Agriculture and minor irrigation 3.20 
Community development and 
cooperation 2.10 
Irrigation (major and medium) 4.50 
Power 4.10 
Village and small industries 1.80 
Industry and minerals 8.80 
Transport and communications 12.90 
Social services and allied headings 8.60 
Inventories Nil 
Totals 46.00 


a Estimated by the Indian Government in July 1960 
b Tentative. 
c Foodgrain stockpile. 


The second plan has been criticized for giving too 
little attention failing to insure 
against a shortage of food. The third plan will nearly 
double the allocation of government funds to agricul- 


to agriculture and 


ture (including small irrigation projects) and the com- 
munity development program, the funds going to the 
latter to be spent mostly for the promotion of agricul- 
tural activities. Expenditure on large and medium-size 
irrigation projects will be raised 45 percent, and in 
the third plan Rs. 2 billion will be spent to build up 
a stockpile of foodgrains to be used in emergencies 
and to counter speculation generated by any expecta- 
tions of shortages. Agricultural production is expected 
to rise by 30-33 percent over the plan period, or at 
about the same rate as the national income. The target 
for foodgrain production in 
of the plan, is 100-105 million tons.*? This compares 


1965-66, the final year 


with a foodgrain crop of nearly 75 million tons in 


1 Government spending on the plans themselves is, of course, 
only part of total government expenditure. In 1959-60, public 
ind Rs. 10.3 


account alone 


outlays on the plan are believed to have been aro 
billion, while non-plan expenditures on 
appear to have been about Rs. 12.3 billion 


162 


the 1958-59 agricultural year (July-June) and a pro- 
visionally estimated production of under 72 million 
tons in 1959-60. To reach the 1965-66 target, food- 
grain production must rise much faster than if the 
period covered by the first and second plans (to date) 
and at even a somewhat faster rate than the projected 
rate of increase in national income in the third plan. 
This contrasts with the situation which has prevai'ed 
since 1953-54 in which foodgrain production has tended 
to lag seriously behind the growth of real income. 

While these plans for agriculture are encouraging, it 
is disquieting to learn that the Indian Minister of Food 
and Agriculture originally asked for Rs. 10.9 billion 
for agriculture (as compared to the Rs. 6.25 billion 
that has been allocated) in order to reach the same 
physical targets that have been incorporated in the 
plan. The Pianning Commission maintains that the 
request for funds was scaled down “without affecting 
the schemes directly promoting production.” However, 
some non-official Indian observers doubt that such a 
cut is possible without jeopardizing the attainment of 
the production goals.’ 

It is proposed to raise public-sector expenditures 
over the second plan levels by 70 percent for industry 
and minerals, 126 percent for power, and 12 percent 
for transport and communications. Relative to the 
second plan, the third plan places increased emphasis 
on agriculture, community development and power, 
about the same emphasis on industry, and less on 
transport and communications, as regards the distribu- 
tion of public-sector outlays. In the industrial sector 
a big program, as in the second plan, will be to expand 
rapidly India’s steel production. It is hoped to increase 
the capacity for production of steel ingots from an 
estimated 6 million tons in 1960-61 to 10.2 million in 
1965-66. Almost all of the expansion is to take place 
in the government-owned steel plants. 

The projected increase in real national income be- 
tween 1960-61 and 1965-66 is 31 percent (these dates 
refer to the Indian fiscal year which runs from April 
to March). Population is expected to increase over 
this same period by more than 11 percent (from 431 
million to 480 million), or at 2.14 percent a year, 
and the expected rise in per-capita real income over 
the plan period is 17 percent. Attainment of the goal 

2 The Ford Foundation team which visited India in 1959 
recommended a 1965-66 production level of 110 million tons. 
However, this recommendation apparently assumed no imports 
of foodgrains, whereas India will import 17 million tons of 
foodgrains under a four-year PL 480 agreement with the U.S. 
signed in May 1960 and will in addition make some commercial 
imports during the third plan 


3 “Agriculture in the Third Plan,” Eastern Economist (New 
Delhi), March 11, 1960. 
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for real national income means an annual average 
growth of 5.5 percent which is 1.83 times the 3 percent 
yearly rate of growth shown by India’s real national 
income in the period from 1948-49 through 1958-59. 
The Indian planners probably believe that this increase 
in the growth rate is achievable because the projected 
total net investment for the third plan, on an annual 
average basis, is twice the annual average investment 
during the first and second plans. And whereas Indian 
prices now are higher than their average levels during 
the first and second plans, on a constant-price basis 
the ratio of investment in the two periods would not 
depart very greatly from a ratio of 183 to 1. Of 
course, it remains to be seen not only whether invest- 
ment itself will be as great as is planned but also 
what fruits it will yield during the third plan period 
and whether agriculture will benefit from at least 
average climatic conditions. In view of the obstacles 
which lie in the way of raising the level of investment, 
the actual growth may well fall below the targeted rate. 


To obtain the external resources required by the 
third plan, India is counting on much more foreign 
aid than she has received in the past. The total foreign 
assistance said to be required by the public and private 
sectors together is $6.7 billion (Rs. 32 billion), of 
which $6.1 billion (Rs. 29 billion) is for the public 
sector. The total aid requirement is inclusive of what- 
ever private foreign investment may be forthcoming, 
i.e., the figure of $6.7 billion need not come entirely 
from governmental sources). The proposed uses of the 
iid, on the assumption that all of it will be forthcoming, 
are as follows: (1) $1 billion to meet repayments of 
principal on foreign debt obligations; (2) $1.27 billion 
for imports of foodgrains; (3) $4 billion for machinery 
and equipment for plan projects; (4) $0.4 billion for 
other imports necessary for increasing Indian produc- 
tion of capital goods. The plan estimates that the 
Indian economy will require additional imports (‘“‘main- 
tenance imports”) of $7.5 billion (Rs. 35.7 billion), 
and that these can be paid for with export earnings 
of $7.26 billion (Rs. 34.5 billion) and a small surplus 
on current invisible items in the balance of payments. 
The projection of export earnings appears realistic and 
capable of achievement. The predicted surplus on 
current invisibles is far smaller than the surpluses of 
recent years because of the mounting volume of interest 
payments on external debt that will become due during 
the period of the third plan. Of the $4 billion of foreign 
exchange said to be required for machinery and equip- 
ment for plan projects, $2.5 billion are allocated to 
the industry and minerals sector, and $1.2 billion to 
power and transport and communications (divided 
nearly equally between the two). 
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On an annual average basis, the external assistance 
(including privaie foreign investment) called for by 
the plan comes to $1.34 billion (Rs. 6.4 billion). 
Recent years have seen an extraordinary expansion of 
official loans and grants to India from a variety of 
national and international sources. Even so, the current 
level of aid is less than one-half of what the third 
plan is said to require. The volume of official grants 
and credits utilized by India is estimated at $643 
million in 1958 and $646 million in 1959. Annual 
averages of aid utilized in 1958 and 1959, by type and 
source, are given below. 


Foretcn GoveRNMENTAL AssIsTaNce UTILIZED 
BY Inpia IN 1958 anv 1959 
(annual averages in millions of U.S. dollars) 


Grants 72.7 
Colombo Plan* 38.3 
United States 34.1 
Other 0.2 


Credits 5718 
Canada 16.4 
West Germany 70.0 
IBRD (World Bank) 124.7 
Japan 2.6 
USSR 52.8 
United Kingdom 76.4 
United States? 228.8 

Total 644.6 


a Principally Canada, Australia, and New Zealand 
b Including deposits of rupees received from sale of agri- 
cultural commodities under the U.S. PL 480 program 


Source: International Monetary Fund. 


A beginning has already been made in the procure- 
ment of foreign aid funds for the third plan. Under 
a PL 480 agreement signed in May 1960 the United 
States will ship to India, over a four-year period begin- 
ning in the latter part of 1960, wheat and rice to the 
value of $1,276 million. The United States will use 
15 percent of the rupee counterpart funds for its own 
purposes and the remainder (equivalent to $1,076 
million) will be made available to India, half in loans 
and half in grants. Of these purchases, twelve million 
tons of wheat are slated for current consumption, 
while four million tons of wheat and one million tons 
of rice are scheduled to go into a foodgrain stockpile. 
Several other countries have made pledges of aid for 
the third plan—$501 million by the Soviet Union, $53 
million by Czechoslovakia, $40 million by Yugoslavia, 
$19 million by Austria. A loan commitment of about 
$23 million has been obtained from a consortium of 
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Swiss banks for use during the third plan. As of the 
beginning of November 1960 The U. S. Development 
Loan Fund had made loans to India of about $225 mil- 
lion which will not be disbursed until after the third 
pian commences. Part of the $150 million credit extend 
ed to India by the Export-Import Bank during the 
second plan will in all probability still be unutilized by 
next April 1. However, taking the stated third plan aid 
requirement at face value, this still leaves about $4.5 
billion of aid still to be obtained. 

At this stage it is impossible to judge how accurately 
the Indian planners have estimated the gap between 
foreign exchange earnings and expenditures during the 
plan period. The gap for the second plan was or- 
iginally estimated by the Indians in 1956 at $2.3 
billion, but in the end it will probably be in the 
neighborhood of $4.4 billion, even though the plan 
has been scaled down by 5 percent from its original 
size. The third plan gap, which India hopes to see 
filled by foreign assistance, is half again as great as the 
second plan gap, which has been filled by a combina- 


tion of foreign aid and a drawing upon India’s ex- 


change reserves. India counts on external assistance 
to provide an amount equal to 28 percent of the 
total cost of the third plan. In comparison, it is esti- 
mated that foreign aid will provide 22 percent of the 
cost of the second plan and that another 8 percent 
will have been financed by drawing on reserves. The 
reduction in reserves between the end of March 1956 
(when the first plan ended) and the end of July 1960 
was $1.26 billion. The gold and 


reserves owned by the Reserve Bank of India and the 


foreion exchange 


Indian Government at the end of July 1960 amounted 
to $672 million. The third plan accordingly does not 
contemplate any further decline of reserves 

The planned amount of foreign aid is so much 
larger than what India has hitherto been receiving that 
there is some question whether the estimates are 
realistic in terms of what the aid-giving countries are 
likely to offer. This was pointed out in the 
of the “Three Wise Men” who cautioned both India 


and Pakistan in these words: 


report 


Finally, whatever may be the final program 
developed by the two countries, both governments 
need to bear in mind that there can be no assurance 
that the governments of the more highly indust- 
rialized countries will be in a position 
aid over the period of the plans to the full amount 
requested.* 


to prov, ide 


” 


There are dangers involved in “planning big.” If 


4 International Bank for Reconstr 
Bankers’ Mis ton to India and P 7K1 
p. 13 


ind Development, 
Washington, 1960, 
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foreign assistance does not come up to expectations 
and the plan is not pared down accordingly, there may 
well be insufficient foreign exchange for those imports 
which are used for purposes other than plan projects. 
On the other hand, if plan projects are initiated on 
the basis of unrealistic aid expectations, a subsequent 
enforced cut in the plan could result in half-completed 
projects being halted for lack of funds. Even $6.7 
billion of foreign aid may be inadequate to avert 
domestic price inflation if the planners have over- 
estimated India’s abilities either to raise the required 
domestic financing in a non-inflationary manner or 
to obtain non-plan imports from the country’s own 
foreign exchange earnings. Such dangers would be 
reduced if India adopted a more flexible plan under 
which projects were assigned differing priorities and 
were implemented on the basis of the volume of 
resources likely to become available. 

A substantial part of India’s second plan has been 
financed by direct sale of treasury bills to the Reserve 
Bank. This type of financing (averaging Rs. 2.7 billion 
a year in the first four years of the second plan, and 
estimated at Rs. 11.75 billion for the full five years) 
has contributed to the creation of strong inflationary 
as witnessed by the fact that wholesale 
prices in July 1960 were 18 percent above the level for 
the 1956-57 fiscal year. For the third plan, it is 
proposed to limit treasury bill financing to Rs. 5.5 


pressures, 


billion, or an average of Rs. 1.1 billion annually. On 
the basis of plan assumptions regarding increases in 
output, it is estimated that the country will require an 
addit'... to the money supply of about Rs. 9.5 billion 
(33 percent) between the beginning and the end of 
the plan period, of which it is assumed that the 
banking system will supply about Rs. 4 billion. If 
further inflation is to be avoided, it will be essential 
to impose the requisite restraints on the expansion of 
bank credit and the expenditure of government funds 
obtained from the central bank. The ability to restrict 
this form of financing to the extent contemplated 
depends very heavily on the accuracy of the estimates 
of government receipts that can be obtained from 
other sources. Since such estimates are always subject 
to error, it is highly desirable, as the Bankers’ Mission 
pointed out, that the plan be flexible so that cutbacks 
can be made if receipts fall short of expectations. How- 
ever, assuming expenditures of the magnitude pro- 
posed, what can be said of the possibilities of raising 
the needed funds to finance them? 

Government receipts from sources other than foreign 
assistance and direct borrowing from the Reserve Bank 
are expected to be 82 percent greater in the third plan 
than in the second, as shown in the table below. 
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Sources or Pusuic Secror Pian FInANcE* 
(billions of rupees) 


Five-Year Totals 
Second Plan Third Plan 


Supluses of the railways 1.50 
Surpluses of other 

public enterprises ° 
“mall savings 
Market loans 
Provident funds, betterment 

levies, steel equalization 

fund, and miscellaneous 

capital receipts 
dalance from current 

revenue 4 -1.00 ¢ 
Additional taxation / 10.00 
Reserve Bank purchases of 
11.758 
9.82 
46.00 


treasury bills 
Foreign aid 
Totals 


Annual Averages 
Second Plan Third Plan 
1.50 0.30 0.30 

0.88 
1.10 
1.70 


4.40 
5.50 
8.50 


5.10 0.43 1.02 
0.70 


3.30 


3.50 
16.50 


0.20 
2.00 


1.10 
4.40* 
14.50 


5.50 
22.00 * 
72.40 


2.358 
1.96 
9.20 


« Second plan figures are estimates as of July 1960; third plan figures are tentative 
*’ On the existing basis, i.c., before measures to increase the surpluses. 

‘ Included in balance from current revenue. 

4 Excess of revenue from existing taxation over non-plan current expenditure 
i.e., excluding revenue from new taxes which is shown separately. 


« Negative balance, that is, a deficit. 


; 


Including measures to increase the surpluses of public enterprises 


* Including small amounts of drawings on rupee cash balances. 


* Total foreign aid of Rs. 32 billion less: (a) Rs. 5 billion for debt repayment; 


Rs, 3 billion for the private sector; 


c) Rs. 2 billion for PL 480 foodgrains to be 


placed, in stockpile and not sold to the public 
f 


Profits from public enterprises other than the rail- 


ways are expected to bring in an average of Rs. 880 
million annually, of which Rs. 600 million will come 
from enterprises owned by the central government 
e.g., steel mills, oil fields and oil refineries, fertilizer 
plants and the Posts and Telegraph services) and the 
rest from enterprises owned by the states. In the second 
plan statistics of profits from public enterprises are 
not separately shown but are included in the balance 
from current revenue. However, revenues from this 
source in the second plan have been only a small part 
f what is expected for the third plan. How much 
evenue can be expected from these enterprises is very 

ertain since their profit-earning possibilities are an 
inknown quantity. The steel mills are just coming into 
roduction now, and government operations in oil 
extraction and refining are not expected to start until 
1069 


It is hoped to obtain an average of Rs. 1.1 billion 


4 year irom SsMmaii 


and sales of government savings cer- 


1960 


including Post Office Savings 


savings 


Bank deposits 
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tificates purchasable in small denominations). This 
is 42 percent more than the annual average for the 
ght of the 31 percent increase 
in national income postulated by the third plan, the 
small savings target appears to be on the optimistic 
side. The annual target for market loans (sales of 
bonds to the public and the banking system) of Rs. 1.7 
billion is not greatly in excess of the amounts obtained 
in the second plan. However, from the start of the 
second plan until May 1960 the receipts from market 


second plan. In ihe 


loans included large purchases of government bonds 
by the State Bank of India (a Government-controlled 
commercial bank), the resources of which institution 
were augmented by the fact that the United States 
deposited with the State Bank the rupee proceeds of 
the sales of agricultural commodities under the PL 480 
program. From May 1960 all such proceeds have been, 
and will continue to be, deposited with the Reserve 
Bank of India. Thus, during the third plan the Govern- 
ment will not be able to draw upon these funds through 
the medium of market loans .To meet the third plan 
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target the Government is counting on considerable 
increases in bond purchases by the Life Insurance 
Corporation and various provident funds. To what 
extent the target assumes any conimercial bank pur- 
chases of bonds is not known. It appears that in 1958-59 
non-bank investors purchased about Rs. 1.43 billion of 
new government issues (excluding conversions of matur- 
ing debt). The goal of Rs. 1.7 billion annually is 
only 19 percent above this and does not seem un- 
reasonable. However, if it proves necessary to rely on 
sales of securities to the commercial banks, this will 
have inflationary implications unless the banks’ other 
lending is sufficiently restricted. 

Shortfalls in public enterprise profits and borrowing 
from the public could result in inflationary financing 
on a larger scale than is now envisioned. There is also 
a possibility that the estimates of proceeds from new 
account surplus from 


taxes and from the current 


existing taxes are too optimistic. The magnitudes in- 


volved here are such that even a small miscalculation 
could upset the applecart. 

The plan envisages the imposition of new taxes to 
raise Rs. 16.5 billion, or an average of Rs. 3.3 billion 


per year. The central government is expected to raise 


about Rs. 11.5 billion of this (apparently for the most 
part from increased indirect taxation) and the States 
the remaining 5 billion. This plan is certainly ambitious, 
and would clearly mean a big increase in the total 
tax burden. Consolidated current revenues of the central 
and state governments in 1959-60 (fiscal year April 
to March) amounted to Rs. 14.6 billion. If the tax 
increases were all made together at the beginning 
of the third plan, the total tax burden would be raised 
about 20 percent (if non-tax current revenues are 
included in the “tax burden’). It seems doubtful that 
such a large tax increase would be imposed in a 
single year, and smaller increases spread out over the 
plan period would appear more feasible. Raising taxes 
to the level planned would probably result in a ratio 
of current revenues to national income of 15 to 20 
percent in the last year of the plan, depending upon 
the rate of growth of national income and the likely 
increase in yields from existing taxation. This compares 
with a ratio of 11 percent in 1957-59 and 8.4 percent 
in 1951-54. Whether or not this can be done will, of 
course, depend largely on political considerations. It 
would be foolish to pretend that it will be easy, and 
there is always the danger that the politicians who 
must vote the higher taxes will prefer to close their 
eyes to painful necessity and seek an easier road 

This brings us to an item in the sources of plan 
finance that is far more crucial than its size would 


indicate, namely, the so-called “balance from current 
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revenue.” This is the excess of revenue from existing 
taxation over non-plan current expenditures; it excludes 
revenue from new taxes and current outlays on the 
plan itself. The proposed contribution to plan financ- 
ing of the balance from current revenue is only Rs. 3.5 
billion, or an average of Rs. 700 million per year. 
However, there are possibilities for much greater mis- 
calculation here than the small size of this item would 
indicate. Estimates of the balance from current revenue 
depend upon estimates of revenue and expenditure of 
very large magnitude. For 1959-60 the writer estimates 
that the consolidated non-plan current expenditures of 
the central and state governments came to about Rs. 
12.3 billion and their consolidated current revenues were 
Rs. 14.6 billion. Excluding profits of government enter- 
prises and receipts for the steel equalization fund (which 
the third plan places in other categories of finance), the 
figure is reduced to Rs. 13.9 billion. Obviously, it 
would not require much departure from expectations 
to make the actual balance from current revenue in 
any year of the third plan differ greatly from a figure 
of Rs. 700 million. If revenues from existing taxes do 
not expand as much as is hoped, or if non-plan current 
expenditures are swollen more than is 
templated, the balance from current revenue may show 
not a surplus but a deficit. This could completely 
upset the financing of the plan. Indeed, just this sort 
of miscalculation occurred under the second plan in 
which it was estimated that the balance from current 
revenue would be Rs. 3.5 billion for the full five 
(the same figure as is now set for the third 


now con- 


years 
plan). As it happened, the balance from current revenue 
is now expected to show a deficit of Rs. 1 billion. In 
consequence, additional taxation of Rs. 10 billion had 
to be imposed in the second plan as compared with 
Rs. 4.5 billion of new taxes originally contemplated. 

The third plan draft outline does not include separate 
estimates of revenues from existing taxation or of non- 
plan current expenditures (and shows merely the esti- 
mated difference between the two). Since the trends 
of these items are of vital significance, it is worthwhile 
to estimate how far the actual balance from current 
revenue might depart from the estimate. Accordingly, 
a set of projections has been compiled giving high and 
low estimates of these revenues and expenditures in 
the years covered by the third plan. While these pro- 
jected magnitudes are of course subject to wide margins 
of error, they do show that the balance from current 
revenue could turn out to be very different from what 
is now foreseen. It seems quite possible that the balance 
from current revenue would show a large deficit instead 
of the expected surplus. 

If this happened, it would throw the plan finances 
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badly askew and produce serious inflation if prompt 
measures were not taken to adjust either expenditures 
or revenues. Since the plan will in any case require 
increased taxation of a magnitude that will certainly 
strain the courage of those who will be called upon to 
vote the higher levies, there may well be little scope 
for correcting any defects in the estimates by imposing 
still further additional taxes. This, together with un- 
certainties about the amount of foreign aid that will be 
forthcoming, gives added meaning to the warning of the 
Bankers’ Mission that India must be prepared to cut 
back expenditures promptly if financial resources prove 
to be inadequate. 

The revenues raised by the central government in 
1959-60 (with the 1960-61 budget estimates shown in 
Rs. 2.30 (2.40) 
billion from income taxes on individuals, corporations, 
(3.80) 
billion from excise taxes on more than thirty different 
commodities; (3) Rs. 1.60 (1.63) billion from customs 
luties; (4) Rs. 0.29 (0.24) 
penditure, estate and gift taxes and the tax on railway 


parentheses) were as follows: (1) 


and unincorporated businesses; (2) Rs. 3.51 


billion from wealth, ex- 
fares; (5) Rs. 1.35 billion of other revenues, almost all 
of the non-tax variety, which figure excludes the sur- 
charge on iron and steel paid into the steel equalization 
fund and the contribution to general revenues of the 
Posts and Telegraph. 

The buoyancy of revenues will depend greatly upon 
the trend of national income, and this is especially 
true of the yield of income taxes. The income tax 
receipts over the period from 1948-49 to 1958-59 (ad- 
justed for certain changes in the tax provisions) tended 
to rise just slightly faster than money national income. 
The plan hopes to achieve an annual increase in 
real national income of 5.5 percent. Assume that during 
he plan period prices remain constant so that the 
growth of money national income parallels the growth 
of real national income (this assumption is made 
throughout the following discussion). Then, if national 
income grew at a steady 5.5 percent per year from 
1960-61 to 1965-66, income tax receipts seem likely 
to grow to Rs. 3.1 billion by 1965-66. What are the 
prospects that national income will in fact increase at 


? This is much faster than the 3 


5.5 percent yearly 
percent annual growth of national income in the decade 
1958-59. The higher rate postulated by the 
plan depends upon a big step-up in investment, which 
(1) a doubling of the 
current level of foreign aid, an eventuality that may 
well not materialize; (2) an effort by India itself that 
far exceeds anything accomplished in the past. In the 
second plan, public outlays had to be cut back from 
the original levels for lack of finance, and the foreign 
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ending 


is in turn predicated upon: 


exchange costs of the plan were underestimated. The 
year 1957-58 was disastrous for the foodgrain crop, and 
national income in real terms is expected to show a 
considerable shortfall from what was originally ex- 
pected. In view of the many uncertainties, it seems 
quite probable that the actual increase in income in 
the third plan will not come up to expectations. On 
the other hand, it seems likely that India will be able 
to maintain at least the same rate of progress achieved 
in the last ten years, assuming sufficient aid to permit 
a foreign exchange gap of the size incurred in the 
second plan. The lower limit to income tax receipts in 
1965-66, the last year of the plan, would seem to be 
that given by projecting the 1960-61 estimates at 3 
percent a year. This gives a figure of Rs. 2.8 billion. 


The plan makes estimates for increases in produc- 
tion of most of the commodities subject to excise taxes. 
If all the plan targets were met, it appears that the 
yield of excise taxes would rise to around Rs. 6.2 billion 
in 1965-66. However, suppose that the Indian economy 
as a whole grew at no faster a rate than the present- 
day trend and that the output of these goods continued 
to grow according to the trends of the period from 1948- 
19 to 1959-60. In that case, we estimate the 1965-66 
excise tax receipts at Rs. 5.0 billion. 

The amount of customs duties collected will depend 
mainly on the level of imports, which in turn will 
depend upon the level of foreign exchange earnings 
and the amount of foreign aid received. The plan 
expectations suggest a level of exports in 1965-66 of 
something over Rs. 7 billion, as compared to Rs. 6.45 
billion in 1959-60. This projection is about in line with 
the trend of the volume of exports since 1950 and 
seems realistic. There is expected to be little if any 
surplus on current invisibles. India hopes for foreign 
aid averaging Rs. 6.4 billion a year of which Rs. 5.4 
billion would be available for imports. Imports in 1965- 
66 might thus come to around Rs. 12.6 billion. At the 
present level. of customs duties, the customs collected 
on imports would be around Rs. 1.7 billion, as com- 
pared to the Rs. 1.4 billion collected in 1959-60 
However, tht: level of aid may easily not come up to 
expectations. At the same time, the countries extending 
aid have become somewhat adjusted to the present 
level. Suppose that these countries refinanced the debts 
falling due in the third plan and made available aid 
for imports of Rs. 4.2 billion a year, equal to the 
yearly average foreign exchange gap in the second plan. 
Making the same assumptions as above regarding ex- 
port earnings, imports in 1965-66 would be Rs. 11.4 
billion and the duties collected on them Rs. 1.5 billion. 
Duties on exports, obtained almost entirely from tea 
exports, and other duties will probably not change much 
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from the Rs. 200 million collected in 1959-60. High 
and low estimates for customs duties are thus Rs. 1.9 
billion and Rs. 1.6 billion. 

Other central government taxes, imposed only in 
the last few years, are expected to yield Rs. 240 million 
in 1960-61. If these revenues moved 
with the national income, the yields in 1965-66 would 
probably be Rs. 300 to 350 million 

The remaining revenues of the central government 
are obtained from a great variety of sources and con- 
stitute non-tax receipts except for small amounts from 
sales and excise taxes in the Union territories 


in accordance 


( areas 
administered directly by the central government). The 
movement of these receipts since 1948-49, adjusted to 
eliminate the surcharge on iron and steel first imposed 
in 1957-58, shows them moving persistently upward 
at an average rate of 10 percent 
impossible to make any forecasts of the particular 
factors that will affect these revenues in the future. 
Accordingly, they have been projected on the basis of 
the past growth rate. This procedure yields a 1965-66 
figure of Rs. 2.4 billion. 

The current revenues of the 14 states (including 
Jammu and Kashmir) in 1959-60 were Rs. 4.88 billion, 
exclusive of grants and shared taxes received from the 
central government and the net contributions of state- 
owned public enterprises. For 1960-61 the 
estimates show a figure of Rs. 5.16 billion. The yield 


a year. It appears 


budget 


of the land revenue tax, levied on the net income of 
agricultural land, is estimated at Rs. 1.0 billion for 
1960-61. If receipts from this source parallelled the 
increase in agricultural production called for by the 
plan (i.c., growth at 5.5 percent a year), they would 
rise to Rs. 1.3 billion by 1965-66. If agricultural pro- 
duction continued to grow at the 3.3 percent yearly 
average rate of the period from 1949-50 to 1958-59, the 
yield in 1965-66 might be only Rs The 
yield from state excises on liquor and narcotics, esti- 
mated at Rs. 469 million for 1960-61 


changed for many years) 


1.2 billion. 


(virtually un- 
presumably will not alte: 
duties 
and taxes on automobiles and gasoline are expected to 


significantly in the next five years. Electricity 


bring in Rs. 519 million in 1960-61. Considering what 
the plan intends in increased production of electric 
products, these 
1965-66 


the 


power, motor vehicles, and petroleum 
items might yield around Rs. 1.1 billion in 


but 


tax bases and thus in the yields 


of course there may be some shortfall in 
The general sales tax, 
levied by all states on the great majority of all com- 
modities, is expected to yield Rs. 1.18 billion in 1960-61 
Over the next five years, these receipts should move 
about in conformity with national income, an assump- 


tion that we may also make for the remaining taxes 
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and non-tax revenues. At a 5.5 percent rate of ex- 
pansion the yields of the general sales tax, other taxes, 
and non-tax revenues would rise to Rs. 4.1 billion in 
1965-66. If their rate of growth were 3 percent, the 
figure for the final year of the plan would be Rs. 3.7 
billion. From the foregoing considerations, the high and 
low estimates of state revenues in 1965-66 may be 
set at Rs. 7.0 billion and Rs. 6.3 billion. 

Total non-plan current expenditures of the central 
and state governments in 1959-60 may be placed at 
Rs. 12.3 billion. These outlays have shown an extra- 
ordinary increase in past years. Of the 1959-60 total 
of Rs. 12.3 billion, Rs. 2.4 billion was for defense 


and Rs. 9.9 billion for civil purposes. Of the civil” 


expenditures, Rs. 5.1 billion was so-called “non-develop- 
ment expenditure,” consisting of the cost of civil ad- 
ministration, the cost of tax collection, and other 
recurrent outlays. Between 1951-52 (the first year for 
which there are data for all the states) and 1959-60 
these outlays moved steadily upward, showing an an- 
nual average increase of 7.3 percent. The other Rs. 4.8 
billion of civil expenditures were for economic and 
social improvement (“development expenditures” out- 
side the plan). Many of these outlays constituted 
maintenance of completed plan projects. These non- 
plan development expenditures showed a highly ir- 
regular movement to which a trend cannot be fitted. 
Comparison of solely the initial and terminal years 
of the series (1951-52 and 1959-60) gives an annual 
average increase of 9.4 percent. However, in the five 
years since 1954-55 the general upward movement has 
been more rapid, and comparison of that year with 
1959-60 yields an annual average increase of 15.1 per- 
cent. The growth of defense expenditure between 1951- 
2 and 1959-60 averaged 5.3 percent a year. However, 
a large part of the increase between these two dates 
occurred in a single year, and the factors responsible 
for the extraordinary rise in that one year may not be 
the five years. Excluding the 
sudden jump in 1957-58, the average rate of increase 


present during next 
would have been close to 2.5 percent. 


In postulating the possible future levels of non- 
plan current outlays, we shall indicate only the levels 


that are suggested by a continuation of past exper- 


ience. Projection of civil non-development expenditures 
at 7.3 percent a year brings them to Rs. 7.8 billion 
in 1965-66. Application of yearly rates of increase of 
9.4 percent and 15.1 percent to non-plan development 
expenditures gives 1965-66 outlays of, respectively, Rs. 
8.2 billion and Rs. 11.2 billion. Expanding the defense 
outlays at 2.5 percent and 5.3 percent a year, their 
levels in 1965-66 would be, respectively, Rs. 2.8 billion 
and Rs. 3.4 billion. High and low “estimates” of 
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total non-plan current expenditures in the final year 
of the plan are thus Rs. 22.4 billion and Rs. 188 
billion. It must be emphasized that these figures are 
not estimates but merely two possible alternative levels. 


(Bri.tion Rupees) 

High 

Revenues 20.9 18.5 
Central government 13.9 12.2 
State governments 7.0 6.3 
Expenditures 22.4 18.8 


Low 


The above table summarizes revenues from existing 
taxation and non-plan current expenditures in 1965- 
66, the final year of the plan. 


levels in 1965-66 given by the preceding estimates, the 
figures for all five years of the third plan would be 
as shown in the table below. 

The optimistic assumptions, based on the high esti- 
mates for revenues and the low “estimates” for ex- 
penditures, show a positive balance from current 
revenue in every year, the surplus aggregating Rs. 9.7 
billion over the plan period. This is a much greater 
balance from current revenue than the Rs. 3.5 billion 
assumed by the plan. On the other hand, a combina- 
tion of low revenues and high expenditures would 
give a deficit of Rs. 8.6 billion over the '«-: four years 
of the plan, the deficit rising to Rs. 4.9 billion in the 
final year. Such an eventuality would obviously take 


(BittiIon Rupees) 


1961-62 
O ptimistic 
Revenues 15.9 l 
Expenditures 14.2 1 
Balance 1.7 


7. 
5. 
1. 


Pessimistic 
Revenues 
Expenditures 
Balance 


16 1 
16.6 
0.5 


If the revenues and expenditures were to increase 
in constant proportion from their present levels to the 


1962-63 


1963-64 1964-65 1965-66 
18.3 20.9 
16.3 18.8 


20 ; 2.1 


18.5 
22.4 
—3.9 


16468 
18.3 


-1.5 


away a great amount of resources needed for the 
achievement of the third plan. 


Korea: The Meaning of the Second Republic 


BY DAVID M. EARL 


TT UPHEAVAL of April 1960 so clearly reflected 

the inner feelings of the Korean people, and its 
results were so significant in changing the political 
picture of the nation, that one may certainly view 
with sympathy the general tendency in Korea to speak 
of the “April Revolution,” and of the “Second Re- 
public.” Adopting this terminology, though with some 
mental reservations regarding the precise definition 
of a “revolution,” we may consider some of the reasons 
why popular fury burst out so explosively in April 
1960, and some of its consequences. One should, how- 
ever, distinguish between the fundamental problems 
which had developed during the twelve years of Rhee’s 
rule and the immediate causes of heightened friction in 


Mr. Earl is the faculty of the Far East Division of th 
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early 1960. 

Among the fundamental causes of discontent, four 
are deserving of special mention: economic distress, 
official corruption, lack of freedom to dissent, and 
the use of violence and terror. 


(1) Economic Distress. The report to the U.N. 
General Assembly released by UNCURK (the U.N. 
Commission for the Unification and Rehabilitation of 
on September 15, 1960, in the section on 
economic problems pointed out that by 1958, re- 
construction of damage resulting from the Korean 
War had been largely completed, but that Korea in 
1960 was still faced with the questions of making 
adequate provision for the wartime influx of refugees, 
and of holding down inflation. According to this 
report, Korea’s 1959 gross national product (GNP) had 
apparently increased 8.5 percent over that of 1958, 


169 


Korea) 





but if the figures were adjusted to 1955 market prices, 
the 1959 increase was only 4.5 percent, as compared 
to 6.4 percent in 1958. The rate of fixed capital 
investment, expressed as a percentage of the GNP, 
had been declining: in 1957, it was 13.3 percent; in 
1958, 12.7 percent; and in 1959, 11.7 percent. The 
UNCURK report pointed out that it was only by 
means of foreign aid (chiefly from the United States) 
that the Korean economy had continued to function 
since 1950, and that continued foreign aid was vital 
to provide the imports which alone could maintain 
industrial productivity and a minimum standard of 
living. 

One of the main factors contributing to economic 
uncertainty has been the multiple exchange rate. Under 
the Rhee administration, there was an “official” rate 
of exchange (in recent years, 500 hwan to $1; early 
in 1960, under strong U.S. pressure, changed to 650 
to 1) at which hwan were sold by the government to 
the U.N. (chiefly US. forces, tourists, et The black 
market rate was roughly double the official rate. But 
when business or industry desired to purchase dollars 
with hwan for import purposes, the government in 
effect charged whatever the traffic would bear. Some 
favored industries were given the right to purchase 
dollars at rates as low (in 1960) as 800; but the more 
general practice, which was normal for the allocation 
of U.S. ICA aid, was to advertise for bids on specific 
dollar allocations to be used for specific types of im- 
ports. In the bidding on particularly desirable imports, 
the prices might go up as high as 1500 to 1600, or 
from 2 to 2'% times the “official” rate 


economy may be 


The general 
results of this system on the Korean 


summarized as follows: 


(a) Special favors were granted to businessmen 


supporting the administration, as well as_ political 
favorites; this was a major source of political cor- 
ruption. 

(b) Some favored enterprises, obtaining raw materials 
at an absurdly low cost compared to others, over- 
expanded their facilities, so that the cotton-spinning, 


sugar-refining, and flour-milling industries, for ex- 


ample, were turning out products faster than the 
market could absorb them. 

(c) Other products of equal necessity had to be 
imported at much higher rates: chemical fertilizer, for 
example, generally drew the top bids in the dollar 
allocations and thus correspondingly increased the costs 
of production to the farmer. But the price he received 
for his rice remained low because of the artificially 
depressed price of wheat flour. 

(d) While the system made it possible for clever 


operators to amass 


170 


fortunes through importing, it 


correspondingly discouraged the growth of export in- 
dustries. Not only did the low official exchange rate 
make export prices too high on the world market, 
but the fluctuating value of the dollars to be obtained 
from foreign trade (as governed by the bidding system) 
made it impossible for an exporter to know in advance 
whether he stood to gain or lose on any given trans- 
action. In any case, Korea’s normal major export 
market would be Japan, but it was the unyielding 
policy of the Rhee government to hold trade with 
Japan (import or export) as low as possible. 


To the man in the street, the details of the foreign 
exchange system were academic, but the contradic- 
tions in the economy were self-evident: on the one 
hand, new buildings and factories; on the other, un- 


employment and constantly rising prices. While wealth 


was accumulating in the hands of some, young children 
were running away from sub-standard orphans’ homes 
to support themselves by petty thievery in the streets 
and markets. While new housing developments were 
going up, the indigent were building shacks from waste 
materials on public lands and along drainage ditches. 
As far as the farmer was concerned—and this means 
well over half the population—he found everything he 
bought (clothing, shoes, fertilizer) too expensive in 
comparison to the proceeds from what he sold. As 
a result, most farmers have been in constant debt to 
money-lenders even though the land-reform program 
during the Korean War eliminated the 
worst evils of absentee land ownership. 


completed 


(2) Official Corruption. The intricate tie-up under 
the Rhee administration between the government, fi- 
nancial institutions, and business was a matter of gen- 
eral knowledge, although precise details could not be 
put on public record until after the April Revolution. 
The government itself operated some business enter- 
prises (among them the Bando Hotel in Seoul, no- 
torious for the fact that Korean currency could not 
be used there and bills had to be paid in U.S. dollars). 
But more important than direct government operation 
was the way in which private fortunes could be built 
up through cooperation with the government and its 
ruling Liberal party. Political power and connections 
could be used not only for the acquisition of foreign 
aid funds at favorable rates, but also for purchasing 
government-owned property at a fraction of its value, 
“borrowing” from the government without being pres- 
sed for repayment, and for evading the payment of 
With regard to this latter point alone, Huh 
Chung’s interim government compiled a list of 47 
firms accused of evasion and the total they owed in 
back taxes was 10,900 million hwan. 
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In return for opportunities to amass such fortunes, 
the Rhee régime and the Liberal party expected sub- 
stantial “kick-backs” in the form of campaign fund 
contributions. While the general situation was well- 
known, it was again only after April that detailed facts 
could be publicized. During the July trials of those 
involved in the March election offenses, the former 
Finance Minister, the former Governors of the Bank 
of Korea and the Agricultural Bank, and Pak Yong-ik 
(the general affairs chief of the Liberal party) were 
among the defendants. According to their testimony, 
the government had spent over 5 billion hwan in 
rigging the election. Of this, 30 million had been 
contributed by Liberal members of the National As- 
sembly, and some 2,900 million represented donations 
from business and industry. The balance had come out 
of special “loans” totalling 7,790 million hwan which 
the banks had made to about thirty industrialists 
and out of this sum 2,234 million hwan had been 
turned over directly to the Liberal party. Some in- 
dustrialists had “contributed” the entire amounts of 
to the party. Pak Yong-ik also stated 
that of the total sum spent, over one billion hwan had 


their “loans” 


gone to the national police. 


3) Lack of Freedom to Dissent. Legally speaking, 
Rhee’s administration was not a “one-party system” 
but neither was it in any true sense a two-party sys- 
tem. A conservative opposition was suffered to exist, 
but not to dissent or oppose. It has been aptly 
called a “one-and-a-half-party system.” From the time 
of its formation, the Democratic party found itself the 
victim of strong-arm attacks, often unable to obtain 
either police protection or the prosecution of its as- 
sailants. Even one of its most respected leaders, the 
middle-aged Chough Pyong-ok, was beaten almost to 
death on one occasion. After election returns in 1956 
showed that the Democrats had elected 
their candidate, Chang Myun, as vice-president, Chang 


surprisingly 


quickly discovered that he was to receive the iciest of 
treatment from President Rhee. The only official func- 
tion he was allowed to perform was the collection of 
his salary. The Senate, over which he was to have 
unelected. When invitations to 
state dinners went out, the vice-president’s name was 


not included. When in 1959 the cornerstone was laid 


presided, remained 


for the new National Assembly building, seats were 
provided for several honored guests, but not for Vice- 
President Chang 

It was of course natural that after the experiences 
of the Korean War, any South Korean government 
would be militantly anti-Communist. There still re- 
mains the constant threat of invasion from across the 
demilitarized zone only 25 or 30 miles north and west 
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of Seoul. Infiltration of the border and the coastline 
by Communist spies is going on incessantly. But Rhee’s 
policy was to identify any criticism of his government 
with support for Communism, so that while the ex- 
istence of various abuses was no secret, it was im- 
possible to make such matters the subject of effective 
publicity and reform. Furthermore, even though the 
thoroughly conservative and cautious Democratic party 
did maintain its identity and was permitted to elect 
a reasonable number of representatives to the National 
Assembly, radical and socialist ideas were ruthlessly 
suppressed. The Progressive party, the only leftist 
movement of significance, was outlawed in 1957 and 
its leader (Cho Bong-am who had received two million 
votes for president in 1956) was executed for treason 
in 1959. 


Aside from political activity as such, there remained 
for a time the possibility of using the press for criticism 
and dissent. The Ayunghyang Shinmun of Seoul, the 
organ of the Democratic party, had the second largest 
circulation in Korea and was recognized as the leading 
opposition newspaper. But in May 1959 it was closed 
by government order. 


Finally, discrimination against anyone connected with 
the opposition went on at every level, not merely in 
the areas of business, officialdom, and publication. As 
stated in an editorial of the Korea Times (August 21, 
1960), recalling conditions before the Revolution, ‘dur- 
ing an election campaign, some were found intoxicated 
with home-made liquor and enjoyed immunity, while 


others were taken to police boxes on suspicion of 


brewing liquor five years before. While some were 
freed from charges although caught in the act of il- 
legally logging trees in the mountains, others were 
forced to face government charges for surreptitiously 
felling trees three years before.” In other words, the 
police and the courts, as the arms of the administra- 


tion, were openly used to discourage opposition activity 


(4) Use of Violence and Terror. The period of rule 
by Rhee and his Liberal party was marked by a 
succession of episodes where violence and murder were 
used to benefit the administration. In spite of the fact 
that the forms of legality were often complied with 
in prosecuting offenderg, the public was never satisfied 
that justice was really, being done. Since the Revolu- 
tion, attempts have been made to reopen many of 
these cases in order to tear away the mystery surround- 
ing them, but evidence that will stand up in court has 
been difficult to obtain. Nevertheless, the general pat- 
tern of violence and the use of official position to 
protect the guilty is clear. The following are three of 
the most widely-discussed incidents. 
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(a) Assassination of Kim Koo. This famous Korean 
patriot was one of those who had kept the dream of 
independence alive during long years of exile while 
his homeland was under Japanese rule. After the 
collapse of Japan in 1945, he had welcomed Syngman 
Rhee’s help in building up democratic institutions, but 
gradually he was pushed aside by Rhee, and the latter 
assumed the presidency under the new Constitution 
in 1948. Kim Koo was then considered as Rhee’s most 
powerful rival. In June 1949, Kim Koo was killed in 
his own house in Seoul by 2nd Lt. Ahn Doo-hui, who 
was shortly thereafter sentenced to life imprisonment by 
a military court presided over by Lt. Gen. Won Yung- 
duk. The military authorities stated that the crime 
had been committed for personal reasons and that Lt. 
Ahn had no accomplices. On the other hand, President 
Rhee issued a statement attributing the murder to 
internal strife in Kim Koo’s “Korea Independence” 
party. Popular rumor strongly suspected that Rhee’s 
administration was involved. Lt. Ahn’s sentence was 
suspended after he had spent a short time in prison; 
he was restored to active military duty, eventually 
rose to colonelcy, and finally retired to civilian life. 
Until after the Revolution, he was living in Seoul, 
but when demands arose that Kim Koo’s assassination 
be investigated, he disappeared and the police have 
been unable to locate him since. 

(b) Assassination of Kim Sung-ju. This case is even 
stranger than that of Kim Koo, to which it seems 
to bear some relation. Kim Sung-ju had been active 
in politics after the Liberation, had supported Rhee 
and had formed his own anti-Communist youth or- 
ganization. At the time of Lt. Ahn’s arrest in 1949, 
Kim Sung-ju had organized a demonstration demand- 
ing his release as a “patriot.” During the initial success 
of the U.N. forces late in 1950, Kim Sung-ju had 
been appointed as U.N. occupation governor of Pyon- 


he Communist 


gan Namdo, the province in which t 
capital of Pyongyang is located. Up to this point, he 
was clearly on the side of the Rhee administration 
but during the brief period of his governorship, friction 
is said to have arisen between him and other govern- 
President Rhee 


25.000 anti 


ment officials. In June 1953, when 
personally ordered the freeing of some 
Communist North Korean prisoners of war, Kim Sung 
ju broke with him and publicly criticized his action 
Shortly after this he was taken into military custody 
on charges of violating the national security law. 

At Kim Sung-ju’s trial by a military tribunal in April, 
1954, he was sentenced to seven years’ imprisonment; 
but within a few days he was tried again for “treason,” 
and, it was supposed, executed immediately. Because 


there was nothing in Kim’s background or activities 
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that would seem to merit the death penalty, this gave 
rise to a variety of rumors and speculations. When the 
case was reopened after the April Revolution, many 
facts were made public for the first time, but a satis- 
factory explanation has not yet emerged. The investiga- 
tion has shown that President Rhee made a written 
request to Lt. Gen. Won Yung-duk, who was then the 
joint provost-marshal general, for Kim Sung-ju’s “severe 
punishment.” It has also been shown that Kim was 
shot on the night of April 16, 1954, at Gen. Won’s 
residence. Gen. Won has testified that he was killed 
by mistake while under questioning by a sergeant who 
was acting as the general’s bodyguard. However, it 
was actually three days later that Kim Sung-ju was 
officially condemned to death as a traitor by a military 
court on the basis of what are now considered false 
accusations supplied by several persons; and among 
his accusers was Ahn Doo-hui. Lt. Gen Won Yung-duk 
1960, as an ac- 
complice in Kim Sung-ju’s murder, but his court- 


was indicted early in September, 


martial has so far been postponed several times. One 


of the complicating factors is that Lt. Gen. Won is 
now the highest-ranking officer in the Korean army, 
in terms of grade and seniority in grade. 


(c) Christmas Eve Incident. Although the cases just 
cited are among the most notorious of those which 
served to give Rhee’s administration the atmosphere of 
a police state, the use of violence to achieve the 
purposes of the administration was by no means limited 
to murder and murder attempts. On occasion it could 
be directed against the whole opposition group in 
the National Assembly, as in the fracas of Christmas 
Eve, 1958. The administration had announced its in- 
tention of amending the national security law so as 
to grant more power to the police and provide harsher 
penalties for subversion. The Democrats, who then held 
79 out of the 233 seats in the National Assembly, were 
block this by 
maneuvers if possible. On December 24, some 300 


determined to various parliamentary 
“special security officers” appeared on the scene, the 
opposition members were beaten, kicked, and forcibly 
dragged out of the Assembly hall, and the administra- 
tion bill was passed. No one was even punished for 
this incident. 

While some of the facts cited above were not brought 
out publicly until after the Apri! Revolution, enough 
was known and enough more was surmised to create 
a general conviction that only the ruling clique was 
benefiting from the Rhee government. Twelve years 
of this type of experience had created a deep-rooted 
discontent which was partly economic and partly 
political. However, discontent is not revolution. A point 


frequently overlooked by foreign critics is that in spite 
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of everything—including the economic distress—the 
mass of the Korean people were more satisfied under 
Rhee’s administration than they had been under Japan- 
ese rule. If Rhee had been willing to appease public 
his administration would 
probably still be in power. It was obvious that the 
Liberal party included, and was connected with, so 
many vested interests that it could not afford to lose 
the election of March 15, 1960. But if the fraud had 
beer less flagrant—if Rhee (who in any case was un- 
opposed as a result of Chough Pyong-ok’s sudden death 
in the United States) had received only a reasonable 
majority of the votes instead of the officially announced 
sweeping victory; if Chang Myun had been re-elected 
to the almost meaningless post of vice-president instead 
of being replaced by the almost universally despised 
Lee Li-poong; and if police terror before, during, and 


opinion even moderately, 


ufter the election had not been so open and callous— 
then it seems extremely unlikely that economic misery 
ind official corruption would in themselves have been 
sufficient causes for such a great upsurge of popular 
sentiment. In other words, the April Revolution was 
not so much “inevitable” as it was brought about by 
the incredible bungling of the Rhee administration 
itself during the early months of 1960. 

As the election campaign rose to a high pitch during 
the first part of March, physical attacks on Democratic 
party workers were reported from various parts of the 
country. In the most serious of these cases, a leading 
Democrat in a small town was beaten to death on the 
street in front of his local party headquarters. On 
March 15, official Democratic observers found them- 
selves prevented from entering at least half of the 
7,000 polling places throughout the country. Bundles 


f pre-marked ballots were alleged to have been de- 


osited in the boxes; the final returns credited Rhee 


with 89 percent of the total, and his running-mate, 
Lee Ki-poong, with 77 percent. These figures taxed the 
credulity of the most uninformed citizen; but even this 
night have been accepted, although amid some grumbl- 
ing, if it had not been for the events in Masan. 

In this small southern port city, a stronghold of 
the opposition, a riot had broken out on election day 
when the public became convinced that a fair count 
of the 
demonstration with tear-gas and gunfire, the police 
14 people and injured perhaps 100. 
Several were missing afterwards and it was believed 


might have hidden their bodies in order 


ballots was impossible. In breaking up the 


killed at least 


that the police 


to lessen the death count. Despite separate investiga- 


tions of this incident made by the National Assembly 
and the Home Ministry, no action was taken against 


the policemen. It was this occurrence, too grave to be 
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concealed and highlighting twelve years of official cor- 
ruption and police brutality, which actually lit the 
fuse leading to the explosions of April. Three weeks 
later a fisherman discovered a body floating in Masan 
harbor; it proved to be that of one of the missing 
persons, a high-school boy, with a tear-gas shell im- 
bedded in one eye. At this, the people of Masan went 
out of control, the police station and other public 
buildings were wrecked, and the local police chief was 
nearly killed. Sympathetic demonstrations, started by 
university students in Seoul, spread to every major city 
of the republic, and the result is history. 

The conclusion that the April Revolution was es- 
sentially a demand for cleaning up politics rather than 
being primarily motivated by economic factors is borne 
out by the UNCURK report previously cited, which 
states that “political developments during this period 
have confirmed the further growth and spread of an 
active concern on the part of the Korean people for 
methods and the safeguarding of civil 
liberties. They have also demonstrated a nation-wide 


democratic 


determination to correct abuses of power, root out 
corruption, and eliminate all possible weaknesses or 
deficiencies in the political life of the Republic 

In the Commission’s view the change of Government 
after the election of 15 March was the result of a 
spontaneous expression of resentment against the pre- 
vious Government for its failure to observe democratic 
processes to the satisfaction of the people.” 

The real accomplishment of Huh Chung’s intermn 
government was the basic one of maintaining law and 
order and preventing anarchy during a difficult transi- 
tional period. The old National Assembly, reorganized 
under Democratic leadership, amended the Constitu- 
tion (on June 15, by a vote of 208 to 3) to replace 
the presidential with the parliamentary form of govern- 
ment and to provide more protection for popular rights 
The general elections which were held on July 29 
for the new bicameral National Assembly were praised 
even by losers as the first free elections in the Republic’s 
history. Huh Chung’s government also initiated the 
investigation of abuses committed by the previous ad- 
ministration, placed many formerly high-ranking of- 
ficials under arrest, and commen-<ed their trials, but 
it wisely left major policy-rnaking to its successor. 

The new National Assembly helc its opening session 
on August 8. The Liberal party had practically dis- 
appeared, and the left-wing elements, under extreme 
repression for twelve years, had not vet been able to 
gain much popular support. As a result, from a nu- 
merical standpoint the Democratic party was in com- 
plete control, holding over two-thirds of the 233 seats 


in the House of Representatives (Minuiwon) and over 


173 





half of the 58 seats in the House of Councillors (Cha- 
muiwon). However, during the election campaign it 
had become evident that the two major groupings 
within the party, popularly called the Old Guard and 
the New Faction, were viewing the election more as 
a struggle against each other than as a 
against the discredited Liberals or the disorganized 
Progressives. In the new National Assembly, the two 


joint one 


factions were represented fairly equally, with a large 
group of Independents holding the balance of power. 
As a result, lengthy negotiations and several votes in 
the Minuiwon were necessary before the new adminis- 
tration of the Second Republic could take shape. 

With general approval, a widely respected Old Guard 
leader, Yun Po-sun, was elected President by a joint 
session of the National Assembly on August 12. How- 
ever, the choice of a Prime Minister and cabinet was 
more difficult. Chang Myun of the New Faction was 
accepted on August 19 by a vote of 117 to 107, but 
it was not until three weeks later that he could form 
a satisfactory cabinet. In return for the Old Guard's 
participation, Prime Minister Chang had to agree that 
they would be recognized as a separate group in the 
legislature, and guaranteed their proportionate share 
of committee chairmanships and other perquisites. The 
resulting “coalition” cabinet, announced on September 
12, included 7 New Faction members, 6 Old Guards, 
and 2 Independents. 

Once agreement had been reached on the composi- 
tion of the cabinet, the National Assembly could begin 
work on the task of re-shaping the legal structure of 
the country. The first law passed by the new bicameral 
legislature dealt with the organization of the Assembly 
itself. The second major piece of legislation was the new 
local self-government law, but this made much slower 
progress, as it directly affected the conflict of interest 
between The New 
Faction proposed to continue Rhee’s policy of having 


the two factions of the party. 
provincial governors appointed by the administration, 
while the Old Guard demanded popular election. The 
Old Guard was successful in the Minuiwon, and after 
three weeks of debate the bill was also passed un- 
amended by the Chamunwon; this was a serious re- 
versal for the Administration and a warning that the 
Old Guard must be considered as a quasi-Opposition 
party. This law was promulgated on October 31, and 
in accordance with its terms, elections were called for 
various days in December to choose provincial governors 
and assemblies, mayors, town and village heads, and 
municipal and local councils. 

While ¢’.c local self-government bill was under dis- 
cussion, a crisis developed over the unexpectedly mild 
verdicts which the Seoul District Court handed down 
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on October 8, ending the mass trials of those accused 
of election law violations in March and of firing on 
the students in April. Only one of the 48 defendants 
received a death sentence; prison sentences varied from 
life down to 9 months; and 12 were found “not guilty.” 
Public opinion immediately condemned the court for 
being deficient in “revolutionary sentiment,” and as a 
result of three days of popular demonstrations both 
Houses passed a special law authorizing the re-arrest 
and re-trial of those who had been acquitted. On 
October 14 the Seoul District Court issued warrants 
for the arrest of eight of the former defendants whom 
it had just freed. 

At the same time, plans were completed for the 
passage of a constitutional amendment aimed at 
“traitors against democracy.” With the approval of 
both factions, the administration, and President Yun, 
a bill was passed for this purpose on October 17, to 
await a final vote thirty days later. The amendment 
will withdraw the protection of the Constitution from 
three classes of offenders and open the way to enact- 
ment of a series of special laws providing punishments 
including deprivation of civil rights. The three groups 
are defined as (a) offenders in the March election 
(b) those involved in “un- 
democratic” activities under the Rhee administration 
(use of force and violence against legislators, etc.) ; 
(c) those who had accumulated illicit wealth through 


and April Revolution; 


political connections. 


Since the approval of the constitutional amendment 
bill, the major attention of the National Assembly has 
been devoted to hammering out the details of the 
implementing legislation which is to be passed as 
soon as the new amendment becomes effective. There 
seems to be no doubt that the amendment will be 
passed ; the discussions thus far have demonstrated, how- 
ever, that the Administration is much more moderate 
in interpreting it than is the Old Guard. The debates 
have shown a clear appreciation, on the one hand, of 
the theoretical dangers involved in treating constitu- 
tional guarantees too lightly, and on the other, the 
practical and political dangers of seeming to gloss over 
or ignore those offenses against which the Revolution 
was primarily aimed. Both the administration and the 
National Assembly are showing maturity of judgment 
in these debates, and there is good reason to hope 
that both are rising to their responsibilities in creating 


a firm, effective government without sacrificing the 


ideals of the Revolution. 

In this process of gradual readjustment whereby a 
hopelessly permanent minority party has had to assume 
the functions of operating a government so suddenly 
the most significant development has 
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thrust upon it, 





been the split among the Democrats themselves. It 
should be remembered that this. has never been a 
revolutionary party; it has favored conservative in- 
terests and demanded legal methods. The Democratic 
party was favored by fortune in the April Revolution, 
but the party was in no sense the instigator of the 
revolt 

From its founding in 1955 as a united front to 
oppose Rhee’s Liberals, the Democratic party has al- 
ways contained two distinct elements: one (the Old 
based on the rural landlord class, and the 
other (the New Faction) representing the urban middle 
class and smal! business. They were essentially two 
parties, forced into one by the restrictive measures of 
the old régime. The party’s two presidential candidates, 
P. H. Shinicky and Chough Pyong-ok, both represented 
the Old Guard; Chang Myun was recognized as the 
leader of the new faction, but never, even after 
Chough’s death, as the leader of the party itself. 


When the Liberal party evaporated, the two factions 
of the Democratic party were at once plunged into 
rivalry which reached fever heat during the July elec- 
tion campaigcn. Most of the leaders of the Old Guard 
favored splitting the party then and there, while Chang 
Myun and the new faction, opposing the split, were 
actually attempting to take over control of the entire 
party. Between the election and the convening of the 
new National Assembly, the Old Guard made clear its 
intention of acting as a separate party while still re- 
maining on friendly terms with the New Faction, offer- 
ing as reasons the necessity for avoiding a one-party 
dictatorship, the need for an opposition party in a 
parliamentary system, and the fact that a shaky coali- 
tion of two rival groups could not establish the firm 
necessary for the safeguarding of the 
Second Republic. 


Guards 


government 


After the president’s first nominee (Kim Do-yun) 
failed to obtain the prime ministership, the Old Guard, 
under Kim’s leadership, took on more and more of 
the characteristics of an opposition party. By the end 
of September Kim Do-yun had announced that the 
party was irrevocably split and that he was definitely 
planning to organize a new conservative party. At the 
same time, his aggressive attitude was beginning to 
alienate some of the other Old Guard members, and 
after the new faction officially registered itself under 
the name of the “Democratic Party,” many of the 
Old Guards began to make overtures to Prime Minister 
Chang. At the end of September, Chang’s “Democratic 
Party” had only 95 members in the Minuiwon, but by 
October 19 the total had risen to 118, and for the 
first time Chang Myun had a parliamentary majority 
acknowledging his leadership. On November 8, Kim 
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Do-yun and his supporters held the organization con- 
ference for what, pending the final adoption of its 
regulations, is being called the “New Democratic Party.” 
Out of some 300 to 400 delegates, only 62 were rnembers 
of the Minuiwon, a considerable drop from the 86 
with which the Old Guard started out in August. It 
seems probable that the tendency te line up with the 
Administration rather than with the Opposition will 
bring Prime Minister Chang several more supporters 
before the dispute ends. 

One interesting fact is that as the Old Guard (or 
New Democratic party) gradually becomes an outright 
opposition party, the policies it advocates are changing. 
Formerly noted for its extreme conservatism, the Old 
Guard is now being forced by the exigencies of 
politics and the desire to attract votes from a populace 
still thinking in “revolutionary” terms, to espouse an 
increasingly progressive viewpoint. How this will ap- 
peal to the voters will be shown in the provincial and 
local elections of December 1960. In any case, it 
appears that the Korean people, through their freely- 
elected representatives and by their own efforts, are 
now laying the foundations of a viable democratic 


parliamentary government. 
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DYNAMIC CHANGES OF INCOME AND ITS DISTRI- 
BUTION IN JAPAN. By Chotaro Takahashi, with the col- 
laboration of Ryotaro Iochi and Koichi Emi. Tokyo: Kino- 
kuniya Bookstore Co. (for Hitotsubashi University). 1959 
182 pp. 


This, the third English-language publication in a series of 
distinguished studies sponsored by the Institute of Economic 
Research of Hitotsubashi University, concentrates on statistical 
description rather than economic analysis. The author's pur- 
pose (five of the seven chapters are mainly his work) is to 
compile data as far back as possible for money income in 
Japan and to reveal the degree to which inequality in the 
distribution of income and its components has changed through 
tirne. These data, beginning with 1887, are presented in a 
valuable appendix. Gibrat's index (which assumes a “log- 
normal” distribution of the variable) is chosen as the measure 
of inequality. 

In the long period prior to World War II, no tendency 
toward equalization was found either in the distribution of 
income or of profits. On the contrary, wars and calamities 
“tended to bring about further inequality.” In the early post- 
war period, however, rapid equalization was observed, partly 
as a reflection of policy and partly as an effect of changes in 
statistical reporting. From a cyclical point of view, Takahashi 
finds in general that during inflationary periods both the 
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average level of income and the degree of inequality ‘n its 
distribution increase, while during deflationary periods the 
reverse occurs. At transition points in the business cycle, how- 
ever, he finds that the measures move in opposite directions 
He suggests that in the transitional opposing movements in 
measures of level and inequality we may find a clue for un- 
derstanding the interrelation of business cycles and economic 
growth. Another finding is that in periods of depression the 
relative share of wages in total income increases (p. 54), but 
the distribution of wage rates tends to become more unequal 
(p. 58). With regard to the dispersion of wage rates, the most 
notable phenomenon in the postwar wage structure is the 
difference between manufacturing and public utility indus- 
tries; the former shows the largest dispersion of wage rates 
and the latter show the smallest. Also, since wage rates are 
distinctly lower for women than for men, industries such as 
spinning, finance and food, which have a high proportion of 
women, show a bias toward lower wages and also smaller dis- 
persion of wage rates than industries such as metal work, ma- 
chinery, chemicals and mining, in which male labor predom 
inates. 

Takahashi’s basis for description is rather thin because of 
the narrow scope of the annual statistical report of the Taxa- 
tion Bureau which was his sole source of prewar data. The 
lower prewar limit of taxable personal income being relatively 


f 


high, it amounted only to about 15 percent of national incom 


(it rose to about 50 percent in the postwar period). His prob- 


lems of comparability were also acute because major revisions 


in the exemption limits or in the tax 
Moreov 


breakdown of the prewar data for 


times between 1906 and 1944 


Takahashi multiplied wage rates by 

order to arrive at wage income distributions 
ficulty with data on profits, which as 

to tax until 1927. In the prewar peri 
tributions of profits are available only 

terprises, whereas incorporated enterprises 

interest in the context of inequality. New postwar 
sources provided by various surveys of the Japanese gove 
ment are utilized in chapters 6 and 7 (writ by Ryota 
Iochi and Koichi Emi _ respectivel 

possible a description of income below 

as well as study of the relation betw: 

ture. Difficulties of..statistical cover 

remain, however, and accordingly t! 


the most part only highly qualified cor 
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HIGHER EDUCATION AND PHILIPPINI ULTI 
Tentative Report to the Rector of the Ate 

by Special Committees Representing t) 

to Commemorate the ( 
Ateneo 1859-1959. Edited by James 
A. Bernad, S.J., and Roman A. Cr 
de Manila. 1960. 196 pp 


ntenary ol 


In 1958 the Rector of the Atene 
General Committee to study the probl 
in the Philippines and the role that 
might play in the enrichment and 
culture. The study was to constit 


Ateneo Centennial Celebration in 195 
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in eleven disciplines were invited to form committees to study 
the problems of higher education with regard to art, literature, 
history, law, economics, science, medicine, philosophy, and 
language. (The reports on sociology and theology will be pub- 
lished later.) The committees discussed their findings and 
recommendations at an educational conference in 1959; these 
reports are now published in this useful book. 

Space prohibits a detailed analysis of each report. The 
chapter on History (under the able chairmanship of the Rev. 
H. de la Costa, S.J.) briefly summarizes the general nature of 
Philippine materials in repositories in Spain and documents 
the appalling state of the national archives in Manila. Govern- 
mental indifference to these records has resulted in the ma- 
terials being transferred from one agency to another; and 

Each transfer left the archives smaller, poorer and more dis- 
organized.” As many American and Filipino scholars have 
written in the past, this squandering of the national heritage 
is pitiful, However, pesos not pity are needed to remedy the 
situation. 

The chapter on Language documents the linguistic and 
political problems of increasing the speakers of the national 
language—since 1959 officially called Pilipino (in Tagalog) 
Employment of the vernaculars as the medium of instruction 
during the first school years is urged. This innovation, peda- 
gogically sound, is resisted for various reasons by numerous 
The pressure of the small Spanish-speaking sector, 
ipprehensive about waning Spanish traditions in the country, 
resulted in legislation making 24 units of Spanish compulsory 
for college graduation, The chapter on Literature underlines 


groups 


the danger of the isolation of Filipino writers from Europe and 
America “for our roots are in Europe and in America no less 
than in Asia.” In the reviewer's opinion, an equal danger is 
isolation from the enriching cultures of Asia. Philippine litera- 
ture, we are told, has always been on “the verge of greatness, 
but never going quite over the brink.” Perhaps this will occur 
when Filipino writers discover those unique elements of their 
way of life which are not European, not American, not Asian, 
but Filipino 
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